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STATE  BANKS. 

ADDRKSS  DEUVEREl)  BEFORE  THE  TEXAS  BANKERS  ASSOCIATION,  AT 
FORT  WORTH,  MAY  9,  1894,  BY  MMLUAM  R.  HAMBY, 

Mr.  President  and  Gentlemen: 

The  interests  of  all  the  people,  their  commercial  ties,  their 
trade  connections,  their  business  associations,  are  so  closely  in- 
terwoven, that  any  currency  whose  functions  are  restricted  by 
local  or  State  lines  must  necessarily  be  impotent  for  usefulness, 
and  in  the  end  worthless  and  vicious. 

My  aim  shall  be  to  outline  a system  of  interstate  currency,  is- 
sued by  State  banks,  adapted  to  the  requirements  of  commerce, 
and  to  demonstrate,  as  far  as  I can,  its  superiority  over  our 
present  system  of  National  bank  cun*ency.  I do  not  claim  for  it 
anything  approaching  perfection — that  is  not  an  attribute  of 
man;  but  I do  claim  the  system  herein  suggested  would  give  a 
currency  as  strong  and  as  broad  as  the  States  themselves;  a cur- 
rency that  would  stimulate  every  commercial  enterprise  and 
participate  in  the  harvest  of  every  national  industry;  a currency 
safe,  uniform,  and  at  all  times  reliable,  supplying  alike  the  wants 
of  the  farmer  in  Texas  and  the  manufacturer  in  IMassachusetts, 
the  miner  in  the  west  and  the  merchant  in  the  east;  one  that  ben- 
efits alike  the  laborer  and  the  capitalist;  a currency  that  will  not 
congest  and  stagnate  in  the  money  centers,  but  whose  friendly 
arm  will  embrace  the  man  at  the  plow,  and  the  man  who  clips 
the  coupons  from  his  bonds. 

The  circulating  medium  of  a country,  to  be  useful  and 
lasting,  must  be  based  upon  correct  financial  principles. 
The  first  consideration  of  a bank  note  must  be  its  absolute 
security;  but  security  is  not  the  only  attribute  of  a useful  cur- 
rency. The  note  issue  should  possess  an  elasticity  that  will 
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proinptl}^  respond  to  the  dennxnds  of  every  legitinnite  industry.; 
an  c lasticity  that  will  bridge  the  annual  stringency  resulting  from 
the  Harvesting  and  marketing  of  the  agricultural  products  of  the 
cou  itrv;  and  possessing  adecpxate  facilities  for  redemption,  that 
win  11  the  notes  have  served  the  purposes  of  commerce  and  are  no 
longer  needed,  they  will  find  their  way  back  to  the  bank  of  issue, 
and  like  the  draft  of  a bank,  will  be  cancelled  and  retired  until 
the  r service  is  again  needed.  Our  National  banking  system,  ad- 
mirible  as  it  is  in  many  respects,  does  not  possess  the  attributes 
of  in  interstate  currency  adequate  to  the  demands  of  commerce; 
it  f lils  in  elasticity;  it  is  insutlicient  in  volume  when  most  needed 
to  I upply  the  necessities  of  trade.  A bank  note  should  have  an 
ela:  ticity  as  responsive  to* the  demands  of  commerce  as  the  heart 
is  t3  the  arteries  of  the  human  system.  The  heart  is  the  engine 
tha  t moves  the  machinery  of  the  human  body,  and  the  currency 
of  a country  should  be  the  motive  power  that  drives  the  ma- 
chi  lery  of  every  industrial  and  commercial  enterprise. 

Nothing  will  contribute  more  to  place  agriculture,  ti’ade,  and 
coi  imerce  upon  a sound  and  healthy  basis  than  a safe,  flexible, 
and  uniform  currency,  whose  facilities  for  daily  redemption  are 
as  jomplete  and  thorough  as  the  redemption  of  bank  checks  and 
bil  s of  exchange.  No  man  with  correct  financial  ideas  will 
fax  or  an  irredeemable  and  inconvertible  currency. 

viational  bank  notes  and  all  the  paper  currency  issued  by  the 
go  /'ernment  not  fully  covered  by  coin  or  bullion  in  the  treasury, 
an  forced  loans.  They  represent  the  fiat  of  the  government, 
bei:ause  the  paper  upon  which  they  are  printed  has  no  “ intrinsic 
va  ue.”  They  are  forced  into  circulation,  and  the  government 
tal  es  from  the  people  something  valuable  and  pays  for  it  with 
something  unsubstantial.  It  is  a fallacy  to  assert  that  a cur- 
rei  icy  irredeemable  in  coin  is  yet  redeemable  in  all  the  property 
of  the  country.  The  power  to  force  uncovered  ]>aper  into  cir- 
cu  ation  carries  with  it  the  power  to  take  the  property  of  the 
pe  )ple,  and  it  leads  to  re[mdiation  or  confiscation.  There  must 
be  some  substantial  value  by  . which  other  values  are  measured. 
If  the  currency  is  redeemable  and  convertible,  the  legal  tender 
quality  is  inconsequential. 
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Do  not  misunderstand  me  when  I advocate  the  increased  vol- 
ume of  our  currency.  If  money  was  as  plentiful  as  the  leaves 
upon  the  trees,  it  would  be  of  little  service  to-  those  who  do  not 
labor  or  who  have  not  some  product  of  labor  to  exchange  for  it; 
but  while  this  is  true,  I believe  it  was  the  quantity,  not  the 
quality,  of  our  currency  that  raised  the  cry  of  “ lost  confidence” 
last  year,  that  paralyzed  our  commerce,  destroyed  our  indus- 
tries,  and  cast  upon  the  rocks  thousands  of  commercial  crafts, 
whose  broken  spars  and  tattered  sails  too  fully  attest  the  fury  of 
the  storm.  That  cry  of  “ lost  confidence  ” in  a time  of  profound 
pe.ace,  in  the  midst  of  an  abundant  harvest,  was  a reproach  to  ' 
our  government;  it  created  a financial  and  commercial  panic  as 
unnecessary  as  it  was  criminal;  a panic  whose  disastrous  conse- 
quences have  been  more  far  reaching  than  any  man  can  estimate. 

BANK  NOTES  AND  UANK  DRAFTS. 

Currency  is  not  wealth;  it  is  simply  a medium  of  exchange  for 
liquidating  obligations  or  transferring  the  ownership  to  prop- 
^ erty.  When  a bank  in  Texas  sells  exchange  upon  a bank  in  New 

York,  the  Texas  bank  knows  it  must  have  the  credit  at  the  New 
, York  bank,  or  the  draft  will  not  be  honored.  So  it  is  with  an 

i elastic  currency;  the  bank  of  issue  will  not  emit  its  notes  unless 

, it  has  the  means  of  redeeming  them  when  presented.  There  is 

j no  real  difference  between  a bank  note  and  a bank  draft  — they 

are  both  issued  as  a medium  of  exchange,  and  both  are  payable 
on  demand.  If  the  basis  for  the  State  bank  note  is  solid,  and  its 
i facilities  for  redemption  and  convertibility  are  adequate,  it  will 

i automatically  adjust  itself  to  the  demands  of  business, 

j It  is  an  unelastic  currency,  more  than  extravagance  and  specu- 

I , lation,  that  produces  financial  distress  at  certain  seasons  almost 

j every  year;  and  it  should  be  our  aim  to  lay  the  foundation  of  our 

} currmicy  so  broad  and  strong  that  it  will  grow  with  the  indus- 

i trial  and  commercial  development  of  the  country,  and  become 

I the  bulwark  and  safeguard  of  our  prosperity.  In  the  S}  stem  I 

I shall  suggest,  I have  not  sought  to  create  a currency  for  the 

banker  alone,  but  one  strong  and  sound,  and  that  will  add  to  the 
material  growth  of  all  the  people.  It  is  the  productions  of  the 
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peopls  that  form  the  basis  of  our  wealth,  and  without  wliich  all 
comn  ercial  exchanges  and  boards  of  trade  would  soon  hear  their 
curfew  ring. 

BASIS  FOR  STATE  BANK  CURRENCY. 

As  a security  for  the  circulating  notes  of  State  banks  I would 
sugg  !st: 

1.  A deposit,  with  the  Treasurer  of  the  United  States,  of  gold 
or  si  ver  bullion  whose  commercial  value  shall  not  be  less  than 
50  p'  T’  cent  of  the  circulation  the  bank  proposes  to  issue. 

2.  A deposit  with  the  Treasurer  of  the  State  and  with  the 
Treauirer  of  the  United  States,  in  legal  tender  coin,  an  amount 
with  each  ecpial  to  5 per  cent  of  the  proposed  circulation,  which 
depcsits  should  be  held  in  trust  for  the  redemption  of  the  notes 
of  tl  e bank. 

3 . An  annual  tax  of  1 per  cent  ujion  the  annual  average  circula- 
tion provided  the  circulation  does  not  exceed  75  per  cent  of  the 
capi  al,  in  which  event  the  lax  should  be  2 per  cent  upon  the  ex- 
cess; but  in  no  case  should  the  circulation  exceed  the  paid-up  capital 
of  tl  e bank.  The  fund  created  by  this  duty  on  circulation  should 
be  r iserved  by  the  Treasurer  of  the  United  States  for  the  redemp- 
tion of  the  notes  of  all  failed  or  suspended  State  banks,  and 
shoi  Id  be  designated  as  the  Interstate  Currency  Guarantee  Fund. 

4.  The  circulating  notes  should  have  a first  lien  upon  the  en- 
tire 'esources  of  the  bank,  including  the  double  liability  of  share- 
hole  ers. 

5.  The  notes  should  be  redeemable  on  demand  in  United  States 
legal  tender  coin  at  the  counter  of  the  bank  of  issue;  by  a State 
redemption  agent;  by  an  interstate  redemption  agent;  by  the 
Tre:  surer  of  the  State,  and  b}^  the  Treasurer  of  the  United  States. 

STATE  BANK  NOTES. 

Tlie  notes  should  be  of  the  denomination  of  $10  or  multiples 
thei  eof,  as  may  be  desired  by  the  bank,  and  should  be  furnished 
by  he  Comptroller  of  the  Currency,  so  as  to  insure  uniformity 
of  i iterstate  cui’rency,and  guard  against  counterfeiting  or  fraud- 
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ulent  alterations.  They  should  recite  on  their  face  the  acts 
under  which  they  are  issued;  the  name  of  the  bank,  and  the 
name  of  the  State  in  which  issued;  that  they  are  redeemable  on 
demand  by  the  bank,  by  the  Treasurer  of  the  State,  and  by  the 
Treasurer  of  the  United  States.  They  should  bear  the  engraved 
signatures  of  the  State  Treasurer  and  of  the  United  States  Treas- 

o 


urer,  in  addition  to  the  written  signatures  of  president  and  cashiet 
Of  the  bank*  After  being  printed  and  numbered,  they  should  be 
registered  in  the  office  of  the  Comptroller  of  the  Currency,  and 
by  him  forwarded  to  the  State  officer  charged  with  the  duty  of 
superintending  State  banks  and  State  bank  currency,  who  should 
keep  a currency  ledger  in  which  all  State  bank  notes  should  be 
entered  before  being  delivered  to  the  bank  entitled  to  receive 
them.'  Before  the  notes  are  delivered,  a certificate  should  be  filed 
by  the  bank  with  the  State  Commissioner  of  Banking,  setting 
forth  the  amount  of  stock  subscribed;  that  the  entire  amount 
had  been  paid  in  United  States  legal  tender  coin;  the  name  and 
residence  of  each  shareholder,  and  the  number  of  shares  standing 
in  his  name;  that  no  officer,  director,  or  shareholder  is  in  any 
manner  indebted  to  the  bank,  either  as  maker  or  endorser.  This 
provision  is  intended  to  guard  against  the  organization  of  banks 
by  irresponsible  parties,  and  will  not  prevent  solvent  sharehold- 
ers from  borrowing  from  the  bank  after  its  organization  upon  the 
same  terms  with  others.  The  certificate  should  be  sworn  to  by 
the  president  and  cashier,  and  attested  by  the  board  of  directors, 
and  published  in  the  newspaper  having  the  largest  circulation  in 


the  county. 


STATE  SUPERVISION. 

Whenever  it  shall  appear  to  the  State  Bank  Commissioner  that 
any  bank  has  permitted  its  deposit  of  bullion  or  its  redemption 
funds  to  fall  below  the  amounts  required  by  law,  it  should  be  his 
duty  to  cause  the  deficits  to  be  covered  within  thirty  days,  and 
upon  failure  of  the  bank  to  do  so  within  that  time,  it  should  be 
the  duty  of  the  commissioner  to  take  possession  of  such  bank 
and  put  it  in  liquidation  for  the  benefit  of  its  note-holders,  de- 
positors and  other  creditors.  The  banks  should  be  examined 
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not  ess  than  three  times  each  year,  and  in  addition  to  the 
amii  ations  the  commissioner  should  call  for  frequent  detailed 
ottic  al  reports.  No  dividend  should  be  declared  or  paid  by  any 
Stab',  bank  until  its  net  earnings  were  equal  to  five  per  cent  of 
its  t apital,  which  five  per  cent  should  constitute  a surplus^  to 
which  should  be  added  annually  thereafter  five  per  cent  of  its 
net  larnings^  until  the  surplus  was  equal  to  twenty-five  per  cent 
of  tlie  capital;  and  no  dividend  should  be  paid  at  any  time^  ex- 
cept from  the  net  earnings  of  the  bank  after  deducting  the  five 

per  'ent  to  be  added  to  the  surplus. 

All  officers  and  employes  of  State  banks  should  be  required  by 
law  to  furnish  good  .and  sufficient  bonds  for  the  honest  and  faith- 
ful )erformance  of  their  duties;  the  bond  to  be  appioved  by  the 
Stat  B Bank  Commissioner,  payable  to  the  Treasurer  of  the  State, 
and  deposited  with  the  commissioner.  Each  State  bank  should 
be  1 equired  to  name  a bank  in  one  or  more  of  the  leading  com- 
mer  Bial  cities  of  the  State,  and  also  a bank  in  one  or  more  of  the 
leac  ing  commercial  cities  in  some  other  State,  to  be  designated  as 
redemption  agents;  the  redemption  agent  in  the  State  to  be  ap- 
pro ^ed  by  the  State  Bank  Commissioner  and  the  interstate  re- 
den ption  agent,  to  be  approved  by  the  Comptroller  of  the  Cur- 

ren<  y. 

1 here  are  numerous  details  of  organization  and  management 
tern  ling  to  promote  the  strength  and  to  increase  the  efticiency  of 
the  system,  but  it  is  unnecessary  to  mention  them  here. 

IIISTOIIT  OF  A NATIONAL  BANK, 

1 he  tobal  capital  of  the  National  banks  nowin  operation  is 
$6c 5,000,000,  while  the  National  bank  notes  in  circulation  are 
less  than  one-third  of  that  amount.  The  reason  for  this  is  ob- 
viojs;  National  bank  circulation  is  not  profitable  to  the  banks. 
A National  bank  with  $100,000  capital  must  first  buy  $25,000  of 
Un  ted  States  bonds;  the  4 per  cent  bonds  being  the  most  desira- 
ble a premium  of  about  14  per  cent  is  paid  for  them,  making 
the  bonds  cost  the  bank  $28,500,  and  when  deposited  with  the 
Un  ted  States  Treasurer  the  Comptroller  of  the  Currency  will 
issi  e to  the  bank  $22,500  of  National  bank  notes;  but  for  this 
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circulation  a deposit  of  5 per  cent  upon  that  amount  must  be 
made  with  the  United  States  Treasurer  as  a redemption  fund. 
The  bank  also  pays  a semi-annual  tax  of  -:V  per  cent  upon  the 
yearly  average  circulation.  The  bank  having  paid  a premium 
of  $3500  for  its  bonds,  which  rdW  mature  in  1907,  the  premium 
account  must  be  reduced  about  $270  each  }’ear,  so  that  wdien  the 
bonds  mature  the  premium  account  will  havelieen  wiped  out.  At 
the  end  of  one  year  we  find  the  following  result  of  a National 
bank : 

Capital  stock $100,000 

Less  amount  invested  in  U.  S.  bonds 28,500 

$71,500 

Add  National  bank  notes $22,500 

Less  5 per  cent  redemption  fund 1,125 — 21,375 

Giving  a total  working  capital  of $92,875 

Which,  invested  at  8 per  cent,  will  yield  an  annual 

revenue  of 7,430 

Add  4 per  cent  interest  on  U.  S.  bonds.  . . $1,000 

Less  tax  on  circulation $225 

Less  decline  in  premium  account. . 270 — 495 — 505 

Making  a total  profit  of $7,935 

THE  STATE  BANK  SYSTEM 

I have  suggested  will  give  the  following  results: 

Capital  stock $100,000 

Invested  in  bullion $50,000 

5 per  cent  with  U.  S.  Treasurer 5,000 

5 per  cent  with  State  Treasurer 5,000 — 60,000 

$40,000 

Add  State  bank  notes 100,000 

Giving  a working  capital  of $140,000 
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W1  ich,  invested  at  8 per  cent,  will  yield  an  annual 

levenue  of 

Lei  Stax  of  1 per  cent  on  75  per  cent  of  circulat’n  $750 
Lei  s tax  of  2 per  cent  on  25  per  cent  of  circulat’n  500— 

Mr  king  total  profits  of  State  banks 

Ag  linst  profit  of  National  banks 

Di:  ference  in  favor  of  State  banks . 


11,200 

1,250 

$9,950 

7,935 

2,015 


But  the  difference  to  the  whole  country  will  be  of  vaster 
iin  )ortance.  A National  bank  with  $100,000  capital  adds  $22,500 
to  the  circulation;  a State  bank  such  as  I have  suggested,  with 
th(  same  amount  of  capital,  will  add  $100,000  to  our  circuLa- 
tiofi.  The  high  premium  on  United  States  bonds  and  the  limit 
of  3irculation  to  90  per  cent  of  the  par  value  of  the  bonds  places 
su(  h an  embargo  upon  National  bank  circulation  that  but  few 
ba  iks  in  the  country  issue  more  circulation  than  will  be  covered 
by  the  minimum  amount  of  bonds  required  by  law;  in  fact,  there 
an  many  banks  with  several  millions  of  dollars  capital  and  only 
$4  ),000  circulation  each. 

NATIONAL  liANK  CIRCLLATION  UNPROFITABLE. 


There  are  but  few  things  in  this  world  that  will  go  further  in 
“ he  pursuit  of  life,  liberty  and  happiness”  than  a dollar  will 
gc  after  a fair  percentage;  hence,  the  unprofitableness  of  Na- 

tu  iial  bank  circulation  does  not  invite  expansion. 

In  1873  the  National  banks  represented  a capital  of  $499,000,- 
OCO,  with  a circulation  of  $350,000,000;  while  the  capital  of  Na- 
ti(  aial  banks  has  largely  increased  since  that  year,  yet  the  National 

ba  Ilk  circulation  has  steadily  contracted. 

The  report  of  the  Comptroller  of  Currency  states  the  National 

bank  capital  in  November,  1893,  after  we  had  passed  through 
til  3 dreadful  financial  storm  of  that  year,  to  be  $695,000,000, 
w lile  the  National  bank  circulation  was  placed  at  only  $188,- 

0(  0,000. 

Under  the  system  of  State  banks  herein  proposed,  our  inter- 
st  ite  currency  could  be  materially  increased,  with  profit  to  the 


.1 


I 


State  I^anks. 


9 


r 


\ 


banks  and  with  benefit  to  the  country,  without  the  slightest  in- 


crease of  banking  capital. 

Texas,  with  her  225  National  banks,  representing  $25,000,000 
of  capital,  could  expand  her  currency  five  times  what  it  now 
is,  without  adding  one  dollar  to  her  banking  capital.  The 
National  bank  circulation  of  Texas  is  about  $5,000,000,  and  it 
CQuld  be  increased  to  about  $22,000,000  under  our  piesent  laws 
if  it  was  profitable  to  the  banks  to  do  so;  instead,  however,  I 
recall  to  mind  only  one  single  National  bank  in  Texas,  no  mattei 
how  large  the  capital,  with  a circulation  exceeding  $45,000. 

The  National  bank  law  was  not  enacted  for  the  purpose  of  sup- 
plying currency  to  the  country;  it  was  passed  for  the  purpose  of 
creating  a market  for  United  States  bonds.  Practically,  it  was 
a forced  loan;  the  government  was  in  the  midst  of  a great  revo- 
tion.  It  needed  the  sinews  of  war;  the  National  bank  act  brought 
the  desired  relief  and  the  treasury  was  easily  supplied . The  Na- 
tional bank  notes  have  furnished  a strong  currency,  but  they 
have  been  lacking  in  the  great  elements  of  elasticity  and  con- 
vertibility, so  essential  to  the  commerce  of  the  country. 

To  organize  a National  bank  of  $100,000  capital,  we  must 
send  $28,500  to  New  York  to  buy  United  States  bonds,  for 
which  we  receive  $22,500  in  National  bank  notes.  Instead  of 
adding  to  the  local  circulation,  we  really  send  out  of  the  State 
$6000  more  money  than  we  receive  in  return,  hence  the  more 
invested  in  United  States  bonds  as  a basis  for  circulation,  the 
frreater  the  loss  to  the  banks  and  the  greater  the  drain  upon  the 
actual  money  circulation  of  the  State. 


NOT  A FLEXIBLE  CURRENCY. 

As  a flexible  currency,  the  weakness  of  the  National  bank  S3’S- 

tem  has  been  conspicuous!}^  demonstrated. 

In  1890  a small  financial  gale  struck  this  country,  but  it  w'as 
only  the  whisperings  of  infancy  compared  to  the  hurricane  of 
1893.  In  1890  our  National  bank  circulation  had  contracted  to 
$125,000,000,  and  >mt,  notwithstanding  the  readings  of  the 
financial  barometer,  the  National  bank  system  did  not  respond 
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o the  demands  of  trade.  From  1890,  to  January,  1893,  the 
irculation  only  expanded  about  825,000,000.  As  the  storm 
athered  and  the  clouds  thickened  the  circulation  slowly  in- 
reased,  until  the  1st  of  November,  1893,  the  volume  had  ex- 
)anded  to  $188,000,000,  an  increase  in  three  years  of  $63,000,- 
•00,  and  that,  too,  covering  a period  of  great  financial  depression, 
io  impotent  was  the  National  bank  system  to  supply  the  neces- 
ities  for  currency,  that  from  the  21st  of  June,  1893,  to  the  6th 
if  September,  1893,  the  associated  banks  in  the  cities  of  New 
fork,  Boston,  and  Philadelphia,  under  the  system  of  clearing 
lOuse  certificates,  created  a local  currency  of  over  $60,000,000. 
fhus,  in  less  than  three  months,  the  banks  of  the  cities  named 
expanded  a currency  adequate  to  their  local  needs  equal  to 
vhat  it  required  the  National  bank  system  to  do  in  three  years. 

The  gratitude  of  all  the  people  is  due  those  banks  for  their 
imel}^  action  which  saved  our  country  from  the  disaster  that  then 
hreatened  us;  and  yet,  notwithstanding  the  cry  of  “lost  confi- 
lence  ” in  American  money,  so  great  was  the  stringency  and  so 
irgent  the  demand  for  money,  that  any  kind  of  currency,  no 
natter  whether  it  was  paper,  gold  or  silver,  so  it  had  the  stamp 
)f  the  United  States  upon  it,  eommanded  a high  premium. 

National  bank  notes,  however  strong  they  may  be,  are  wholly 
nelastic;  instead  of  expanding  with  our  growing  commerce  they 
lave  contracted.  National  bank  capital  increases,  but  National 
jank  notes  decrease.  This  is  what  may  be  termed  the  inflation  of 
’apital  and  the  contraction  of  currency.  The  National  banks  of 
Texas  have  about  $500,000  more  money  invested  in  United  vStates 
muds  as  a basis  for  circulation  than  they  issue  of  National  bank 
lotes,  hence  the  circulation  of  the  State  is  contracted  to  that  ex- 
tent in  conseciuence  of  the  system  under  which  we  are  operating. 

The  entire  legislation  upon  the  subject  of  National  banks  has 
jeen  for  the  purpose  of  solidifying  and  strengthening  the  system, 
without  the  slightest  provision  for  elasticity  to  meet  the  demands 
)f  our  growing  population  and  commerce. 

No  country  with  a rigid  currency  can  esca}»e  the  inevitable 
consequences  of  annual  contraction  and  financial  stringency  with 
each  recurring  harvest. 
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The  attributes  of  interstate  currency  must  embrace  absolute  se- 
curity, convertibility,  fiexibility,  and  uniformity.  I believe  the 
system  of  State  banks  I have  suggested  possesses  all  of  these  re- 
quirements. The  security  will  be  beyond  question,  embracing, 
as  it  does,  the  deposit  of  bullion,  the  redemption  funds  with  the 
• State  Treasurer  and  United  States  Treasurer,  the  guarantee  fund 
provided  and  maintained  by  the  duty  on  circulation  of  all  banks 
availinar  themselvms  of  the  benefits  of  the  system,  the  prior  lien 
upon  the  entire  resources  of  the  banks  (including  the  doulfie  lia- 
bility of  shareholders),  and  last  but  by  no  means  least,  frequent 
and  rigid  official  examinations. 

The  facilities  for  redemption  and  convertibility  are  ample  and 
thoroucdi,  the  notes  being  redeemable  at  the  counter  of  the  bank, 
by  the  State  redemption  agent,  by  the  interstate  redemption 
agent,  by  the  Treasurer  of  the  State,  and  by  the  Treasurer  of  the 
United  States. 

Their  tlexibility  is  assured  and  protected  by  the  facilities  for 
redemption  and  convertibility,  and  the  graduated  tax  upon  cir- 
culation, which  will  prevent  banks  from  forcing  their  notes  into 
circulation  when  not  demanded  by  the  requirements  of  commerce. 

The  notes  being  supplied  by  the  Comptroller  of  Currency'  in- 
sures their  uniformity  in  size,  design,  and  execution. 

The  svstem  will  give  a stronger  interstate  currency  than  our 
National  bank  notes,  which  are  95  per  cent  fiat,  only  5 per  cent 
of  available  cash  being  provided  for  their  redemption;  it  pos- 
sesses additional  facilities  for  redemption  and  convertibility;  its 
elements  of  tlexibility  are  superior,  and  its  uniformity  is  of  equal 
merit,  as  both  would  be  issued  from  the  same  source.  If  such  a 
system  had  been  in  operation  in  1893  I believe  the  country  would 
have  been  spared  the  disastrous  consequences  of  last  year’s  panic. 

KEDEMPTION  AND  CONV'ERTIBILTTV. 


With  adequate  facilities  for  redemption  and  convertibility,  it 
will  be  difficult  to  inflate  State  bank  currency;  those  two  Factors 
are  indefatigable  workers;  they  force  the  notes  not  absolutely 
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required  jin  business  affairs  out  of  circulation,  until  the  demands 
of  trade  justify  their  reissuance.  There  can  not  be  inflation,  no 
matter  how  large  or  rai)id  the  expansion  of  the  currency,  so  long 
as  it  can  be  profitably  employed  in  the  commerce  of  the  country; 
nor  will  State  banks  hedged  about  with  proper  safeguards  and 
restrictions,  attempt  to  force  their  notes  into  circulation  beyond 
the  legitimate  demands  of  commerce,  knowing  that  every  effort 
to  do  so  will  be  met  by  demands  for  redemption.  It  is  the  facil-  • 
ities  for  redemption  and  convertibility  that  will  give  State  bank 
notes  elasticity,  and  insure  a commercial  value  equal  to  metallic 
money.  In  the  busy  season  the  State  bank  notes  will  reach  out 
for  trade;  when  they  have  served  the  purposes  for  which  they 
were  issued,  like  bank  checks  and  bills  of  exchange,  they  will  be 
redeemed  and  retired. 

The  tax  upon  State  bank  notes  in  circulation  and  the  inhi- 
bition aarainst  small  notes  will  restrict  the  circulation  to  the  wants 

o 

of  trade.  The  notes  being  redeemable  in  coin  will  force  the 
banks  to  carry  a coin  reserve,  which  will  make  our  metallic  money 
not  only  more  useful,  but  absolutely  necessary.  The  knowledge 
tiiat  the  State  bank  notes  will  readily  and  surely  find  their  way 
back  for  redemption  will  deter  the  bank  froni  issuing  its  notes 
except  in  response  to  the  needs  of  agricultuni  or  the  wants  of 
trade. 

Redemption  with  convertibility  is  an  insurmountable  barrier 
to  inflation.  It  squeezes  the  wind  of  the  boomer  and  the  water 
of  the  speculator  from  our  currency  system,  and  returns  the  notes 
to  the  bank  of  issue,  there  to  remain  until  again  needed  in  the 
channels  of  legitimate  trade;  it  will  cause  our  currency  to  ex- 
pand or  contract  in  response  to  the  currents  of  trade  as  naturally 
as  the  ebbing  and  flowing  of  the  tide  of  the  ocean. 

COMI’AIUSON  OF  STATE  BANKS  WITH  OUU  PKESENT  PAl’KU 

CIUCULATION. 

Let  US  compare  the  State  bank  system  suggested  with  the  paper 
currency  we  now  have  in  circulation,  guaranteed  by  the  United 
States,  consisting  of  National  bank  notes,  greenbacks,  Treasury 
notes  of  1890,  and  gold  and  silver  certificates,  whose  aggregate 
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circulation  is  about  ll/gTS, 000, 000,  and  for  the  redemption  of 
which  the  United  States  Treasury  holds  about  ^100,000,000  of 
gold  and  about  $375,000,000  in  silver.  The  national  bank  notes 
are  based  upon  United  States  bonds— the  fiat  of  the  government— 


which  represent  the  debt  of  the  government,  but  not  one  dollar  of 
wealth  or  prosperity,  except  the  5 per  cent  redemption  fund  depos- 
ited by  the  banks  with  tlie  United  States  Treasurer;  the  silver  cer- 
tificates and  the  Treasury  notes  of  1890  are  issued  against  tlie  sil- 
ver in  the  Treasurv,  while  the  gold  certificates  and  the  greenbacks, 
ao-o-reorating  about  1380,000,000,  are  issued  against  that  $100,- 
000,000  of  gold  so  hard  to  maintain  in  the  Treasury. 

Since  the  National  Banking  Law  was  enacted  thirty-one  years 
ago  4950  National  banks  have  been  organized,  representing  a 
capital  of  $842,000,000,  of  which  926  have  liquidated,  with  a 
capital  of  $132,000,000;  3780  are  yet  in  operation,  with  a total 
capital  of  $675,000,000;  while  244  have  failed,  with  an  aggre- 
gate capital  of  $35,000,000.  During  this  long  period  less  than 
five  per  cent  of  the  banks  have  failed;  during  the  same  period 
the  tax  collected  on  circulation  amounted  to  $142,000,000, 
making  more  than  four  times  the  amount  of  the  capital  of  the 
failed  banks.  Had  there  not  been  any  deposit  of  bonds  to  secure 


circulation  of  these  failed  banks,  and  had  their  assets  been  a 
total  loss,  an  annual  tax  of  one- fourth  per  cent  on  the  circula- 
tion of  all  the  National  banks,  assuming  their  circulation  had 
been  equal  in  amount  to  their  capital,  would  have  paid  the  note- 


holder in  full. 

It  is  a conservative  estimate  to  say  ninety-five  per  cent  of  all 
the  banks  in  the  country  are  managed  with  ability  and  fidelity, 
which  after  all  are  the  strongest  safeguards  that  can  be  thrown 
around  an}'  banking  institution;  hence  I believe  within  live 
years  from  the  adoption  of  a banking  S3'stcm  similar  to  the  one 
I have  attempted  to  outline,  that  the  guarantee  fund  produced 
by  the  tax  on  circulation  would  be  ample  to  redeem  the  notes 

of  every  failed  or  suspended  State  bank. 

It  is  my  conviction  if  some  system  of  currency  similar  to  tlie 
one  I have  suggested  had  been  adopted  twenty  years  ago,  our 
present  circulation  would  be  materially  increased  and  that  our 
government  woujd  have  been  spared  the  humiliation  of  healing 
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f -om  aliens  the  cry  of  “ lost  confidence.”  It  wcmld  have  saved 
c nr  people  hundreds  of  millions  of  dollars  caused  by  the  shrink- 
fige  of  values,  the  loss  of  trade,  and  the  decaying  of  industries. 

CURKENCY  SHOULD  RE  BASED  UPON  WEALTH,  NOT  UPON  DEBT. 

We  want  a currency  based  upon  the  wealth  of  our  country, 

1 nd  not  upon  its  debt.  A currency  that  will  command  con- 
1 dence  wherever  it  circulates,  and  whose  credit  will  silence  the 
1 lad  crowd  howling  for  fiat  money-;  a currency  against  which 
1 he  whisper  of  lost  confidence  will  never  be  heard. 

We  are  building  the  most  powerful  and  prosperous  country 
1 he  sun  has  shown  upon  in  six  thousand  years  of  created  splen- 
( Or,  and  we  should  be  careful  not  to  weaken  its  foundations 
•v’ith  a currency  inadequate  to  develop  our  agricultural  interests 
< ir  to  supply  the  wants  of  legitimate  commerce. 

Our  country  is  big  enough  and  great  enough  and  strong 
I nough  to  inaugurate  a financial  system  distinctly  and  thoroughly 
American;  but  that  system  should  be  based  upon  a foundation  as 
broad  and  as  strong  as  the  States  themselves;  in  no  other  way 
can  we  secure  lasting  prosperity  and  National  greatness.  AVe 
nust  keep  steadily  in  view  that  all  correct  financial  systems  must 
)e  based  upon  wealth  and  not  upon  debt.  Tlie  exigencies  of 
var  may  justify  the  creation  of  a public  debt  and  the  issuance  of 
)onds;  but  in  times  of  peace  no  bond,  either  National,  State, 
•ountv  or  municipal,  should  ever  be  issued  in  Ibis  countr}',  ex- 
‘ept  for  the  purpose  of  refunding  present  bonds  at  lower  rates  of 
nterest.  Boml  issues  create  financial  disturbances;  are  fraught 
vith  disastrous  consequences,  and  are  inimical  to  sound  financial 
nethods. 

A currency  based  upon  the  debt  of  the  country  can  nevei  be- 
come elastic,  because  the  commerce  of  the  country  must  adapt 
itself  to  the  volume  of  currency,  and  not  the  currency  adapt 
itself  to  the  requirements  of  commerce. 
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